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Executive Summary

In 2006, the Federal Deposit Insurance Corporation (FDIC) initiated a two-part study to gather empiri-
cal data on the types, characteristics, and use of overdraft programs operated by FDIC-supervised banks.
The study was undertaken in response to the recent rapid growth in the use of automated overdraft
programs, defined as programs in which the bank honors a customer’s overdraft obligations using stan-
dardized procedures to determine whether the nonsufficient fund (NSF) transaction qualifies for over-
draft coverage. Little empirical data have been available on these programs, their features, their
managing practices, the fees imposed, and consumer usage patterns.

Data and information for the FDIC’s study were gathered through a survey of a sample of institutions
representing 1,171 FDIC-supervised banks, and a separate data request of customer account and tran-
saction-level data from a smaller set of 39 institutions.! The two-part study was designed to obtain the
following types of information related to overdraft programs: characteristics, features, and fees of over-
draft programs; transaction-processing policies; marketing and disclosure practices; internal controls and
monitoring practices; the role of vendors and third parties in overdraft program implementation; and
NSF-related fee income and growth. The customer account and transaction-level data collection was
designed to gather information on the provision of overdraft services on customer accounts, the occur-
rence of NSF activity covered under automated overdraft programs, and the characteristics of customer
accounts that tend to incur the highest volume of overdraft fees. It was also designed to identify specific
aspects of overdraft program use that may be appropriate for more rigorous quantitative inquiry.

The FDIC believes that objective information on these programs will help policymakers make better-
informed policy decisions and will help the public better understand the features and costs related to
automated overdraft programs. The study results also will help the banking industry develop more effec-
tive overdraft programs to better serve consumers.

This report provides key study findings pertaining to the growing provision of automated overdraft
programs, enrollment practices, credit limits and fees, marketing and disclosure practices, transaction
processing, and NSF-related revenues. Results from the account and transaction-level data collection are
also included in this report based on the data received from the 39 banks. These latter results suggest
areas that may benefit from further study.

Key findings from the survey of 462 FDIC-supervised banks are as follows:

1. The majority (86.0 percent) of banks operated at least one formal overdraft program—either
automated, linked accounts, or lines of credit (LOC).? Large banks (defined as those with at least
$1 billion in assets) tended to offer a fuller menu of overdraft programs. The share of all banks offer-
ing automated overdraft programs was 40.5 percent, but large banks were also significantly more
likely to operate automated overdraft programs (76.9 percent), suggesting that a significant share of
customer transaction accounts operated under automated overdraft programs.

' The study population was 1,171 FDIC-supervised institutions scheduled for on-site examinations from May through December
2007 and FDIC-supervised institutions with at least $5 billion in assets. The survey was administered to a stratified, random sample
of 462 institutions from the study population. The 39 banks from which transaction data were received were a nonrandom subset
of the 462 banks surveyed; therefore, the results are not generalizable beyond the 39-bank sample. See Section I, Methodology,
for a more detailed discussion of the study methodology.

2 Automated overdraft programs are usually a computerized program by which the bank honors a customer’s overdraft obliga-
tions using standardized procedures or a matrix to determine whether the NSF occurrence qualifies for the overdraft coverage.
Linked transfer accounts (linked-accounts) are defined as a contractual agreement between a bank and a customer, linking the
customer’s transaction account with other accounts within the bank, including savings and credit card accounts. Overdraft lines
of credit (LOCs) are contractual agreements between a bank and a customer stating that the bank will lend up to a specified
amount over a defined period to cover overdraft items.
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10.

1.

The number of FDIC-supervised institutions providing automated programs has grown rapidly over
the past several years. Most banks (69.4 percent) initiated their automated overdraft programs after
2001. Large banks were more likely (55.4 percent) to have had an automated overdraft program in
place in 2001.

Most banks (75.1 percent) automatically enrolled customers in automated overdraft programs,
although customers were usually permitted to affirmatively opt out of the program. Survey
comments indicated that in some cases, customers were not given the choice to opt in or out of the
automated program.

By contrast, almost all banks (94.7 percent) treated linked-account programs as opt-in programs,
requiring that customers affirmatively request to have accounts linked. In addition, customers have
to apply and qualify for an overdraft LOC program, so these programs typically operate on an opt-in
basis.

Most banks (73.0 percent) established credit limits for automated overdraft customers in written
policies, consistent with the bank’s lending program. Automated overdraft credit limits stipulated in
these policies ranged from $85 to $10,000, and the median credit limit was $500.

Automated overdraft usage fees assessed by banks ranged from $10 to $38, and the median fee
assessed was $27. About one-fourth of the surveyed banks (24.6 percent) also assessed additional
fees on accounts that remained in negative balance status in the form of flat fees or interest charged
on a percentage basis.

Fees assessed for linked-account and overdraft LOC programs were typically lower than for auto-
mated overdraft programs. Almost half of the banks with linked-account programs (48.9 percent)
reported charging no explicit fees for the service. The most common fee associated with linked-
account programs was a transfer fee; where charged, the median transfer fee was $5. The primary
cost associated with overdraft LOC programs was the interest charged on funds advanced, usually
accruing at an annual percentage rate (APR) of around 18 percent.

The majority (81.0 percent) of banks operating automated programs allowed overdrafts to take place
at automated teller machines (ATMs) and point-of-sale (POS)/debit transactions. However, most
banks whose automated overdraft programs covered ATM and POS/debit transactions informed
customers of an NSF only after the transaction had been completed (88.8 percent of banks for
POS/debit transactions and 70.7 percent of banks for ATM transactions). A minority of banks

(7.9 percent for POS/debit and 23.5 percent for ATMs) did inform consumers that funds were insuf-
ficient before transactions were completed at these locations, offering the customers an opportunity
to cancel the NSF transaction and avoid a fee.

A significant share of banks (24.7 percent of all surveyed banks and 53.7 percent of large banks)
batched processed overdraft transactions by size, from largest to smallest, which can increase the
number of overdrafts.

More than half of banks with automated overdraft programs (54.2 percent) reported that they relied
on a third-party vendor to implement or manage the program. Small banks (those with less than
$250 million in assets) were more likely to rely on vendors and third parties for automated overdraft
program implementation and management. Most banks using vendors to manage their automated
overdraft programs (70.6 percent) also reported that they paid third-party vendors a percentage of
the fees generated by the program, typically 10 to 20 percent of additional fees generated.

The banks earned an estimated $1.97 billion in NSF-related fees in 2006, representing 74 percent
of the $2.66 billion in service charges on deposit accounts reported by these banks in their Reports
of Conditions and Income (Call Reports).> Total NSF-related fee income accounted for roughly

3

Banks were asked to report annual NSF-related fee income associated with the processing of all NSF transactions. Fee

income data cited are estimates for study population banks only and do not represent estimates for other segments of the banking
industry.
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6 percent of the total net operating revenues earned by the banks. Banks operating automated over-
draft programs earned $1.77 billion in NSF fees in 2006, accounting for 90 percent of total NSF-
related fee income earned by the entire study population.

12. Banks that operated automated overdraft programs had higher NSF-related fee income (measured as
a share of operating revenues) compared with other banks. In addition, banks whose automated
program covered ATM and/or POS/debit transactions and banks that batch processed transactions
largest-to-smallest reported higher fee income than those that did not have these features.

13. Consumer complaints about automated overdraft programs were received by 12.5 percent of banks
that operated these programs, compared with consumer complaints from less than 1.0 percent of
banks offering linked-account programs and 1.5 percent of banks offering overdraft LOC programs.
Complaints about automated overdraft programs were more common for large institutions than for
small institutions (21.7 percent versus 10.6 percent).

14. Automated overdraft programs operated by banks were characterized as either “promoted” or
“nonpromoted.” The survey results revealed important differences in bank marketing and disclo-
sure practices between automated and nonautomated overdraft programs. However, in most cases
survey disclosure results regarding automated overdraft programs applied only to promoted
programs. Although banks that operated nonpromoted automated overdraft programs accounted
for a minority (8.5 percent) of banks, these banks were typically large and accounted for more than
half (51.7 percent) of the transaction account dollars held by all banks.

Results from the analysis of micro-level data from 39 banks with aggregate assets totaling
$332 billion and 6.5 million customer accounts are as follows:®

1. Micro-data banks reported 22.6 million NSF transactions incurred by consumer accounts during the
12-month period of analysis. Almost all (22.5 million) of the NSF transactions analyzed were
reported by banks that operated automated overdraft programs.

2. Although almost 75 percent of consumer accounts had no NSF transactions during the 12-month
period examined, almost 12 percent of consumer accounts had 1 to 4 NSF transactions, 5.0 percent
had 5 to 9 NSF transactions, 4.0 percent had 10 to 19 NSF transactions, and 4.9 percent had 20 or
more NSF transactions. Almost 9 percent of consumer accounts of banks reporting data had at least
10 NSF transactions during the 12-month period of analysis.

3. Customers with 5 or more NSF transactions accrued 93.4 percent of the total NSF fees reported for
the 12-month period. Customers with 10 or more NSF transactions accrued 84 percent of the
reported fees. Customer accounts with 20 or more NSF transactions accrued over 68 percent of the
reported fees.

4. Customer accounts with 1 to 4 NSF transactions were charged $64 per year in NSF fees on average.
Customer accounts with 5 to 9 NSF transactions were charged $215 per year in NFS fees on aver-
age. Customer accounts with 10 to 19 NSF transactions were charged $451 per year in NFS fees on
average. Customer accounts with 20 or more NSF transactions were charged $1,610 per year in NSF
fees on average.

4 “Promoted” automated overdraft programs are those in which the customers are informed of the existence of the overdraft
program. “Nonpromoted” automated overdraft programs are those in which customers are not informed of the existence of the
overdraft program.

5 Bank assets reported as of December 2006.

8 For this study, NSF transaction data include NSFs covered by an automated overdraft program and returned or unpaid, as well
as NSFs processed on an ad hoc basis, although nearly all NSFs were reported by banks that operated automated overdraft
programs. Data on NSF transactions processed under linked-accounts or LOC programs were not collected.
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5. Accounts held by customers in low-income areas (in some areas, median annual income of less than
$30,000) were more likely than accounts in higher-income areas to incur overdraft charges.” More
than 38 percent of low-income accounts had at least one NSF transaction, compared with 22
percent of upper-income accounts.

6. Recurrent overdrafts were also more likely the lower the income group. Among low-income custom-
ers, 16.7 percent of accounts had 1 to 4 NSF transactions, and 7.5 percent had 20 or more NSF
transactions. By comparison, 13.9 percent of accounts held by moderate-income consumers had 1 to
4 NSF transactions, and 6.4 percent had 20 or more NSF transactions. Consumers in upper-income
areas had 1 to 4 NSF transactions in 10.5 percent of accounts and 20 or more NSF transactions in
3.8 percent of accounts.

7. Almost half (48.8 percent) of all reported NSF transactions took place at POS/debit (41.0 percent)
and ATM (7.8 percent) terminals. Checks accounted for 30.2 percent of the reported NSF
transactions.

8. The median dollar amount of all 22.5 million transactions processed by the micro-data banks with
automated overdraft programs was $36. POS/debit NSF transactions were not only the most
frequent, but also the smallest, with a median dollar value of $20. The median transaction size of an
ATM withdrawal and a check that resulted in an NSF transaction were $60 and $66, respectively.

9. Assuming a $27 overdraft fee (the survey median), a customer repaying a $20 POS/debit overdraft
in two weeks would incur an APR of 3,520 percent; a customer repaying a $60 ATM overdraft in
two weeks would incur an APR of 1,173 percent; and a customer repaying a $66 check overdraft in
two weeks would incur an APR of 1,067 percent. More rapid repayment of the overdraft amount
results in higher APRs, and slower repayment results in lower APRs.®

10. Accounts held by young adults (ages 18 to 25) were the most likely among all age groups to have
automated overdraft NSF activity. Among young adult accounts, 46.4 percent incurred NSF activ-
ity, compared with 12.2 percent of accounts held by seniors (over age 62) and 31.9 percent of
accounts held by other adults. Nearly 15 percent of accounts held by young adults recorded more
than ten NSF transactions during the year, compared with 12.1 percent of adult accounts and 3.0
percent of senior accounts. Most NSF transactions made by young adult accounts (61.7 percent)
originated at a POS/debit terminal.

7 Actual median income limits for each income level designation vary by metropolitan statistical area. The income limit provided
is a benchmark calculated based on the 2006 median family income for the United States. (Source: U.S. Census Bureau, 2006
American Community Survey.)

& These examples assume that the credit extended as a result of the overdraft occurrence equaled the total transaction, that
the consumer repaid the credit extended in two weeks, and that no additional fees are imposed on the consumer as a result of the
NSF. The APRs were calculated as follows: ((Fee Charged/Amount Financed)*365)/Term (14 days).
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. Introduction

This report details the methodology and findings of the Federal Deposit Insurance Corporation’s (FDIC)
study of overdraft programs operated by a segment of financial institutions. Over the past few years, the
use of automated overdraft programs has risen significantly, but little empirical data have been available
on these programs, their features, their management, the fees imposed, and consumer usage patterns.

The FDIC initiated this two-part study in 2006 to gather empirical data on the types, characteristics, and
use of overdraft programs operated by FDIC-supervised banks. The study was undertaken as part of the
agency’s mission to protect consumers, which it carries out by monitoring compliance with consumer
protection laws and regulations for the banks that it supervises, educating the public about financial
matters, and implementing programs that help promote economic inclusion. The study also reflects the
FDIC's responsibility to monitor the safety and soundness of banks, including the proliferation of new or
different types of credit.

Data and information for this study were gathered through a survey of 462 randomly selected FDIC-
supervised institutions and a collection of customer and transaction-level data from a smaller set of the
surveyed FDIC-supervised institutions. The survey portion of the study was designed to obtain various
types of information related to overdraft programs, including features and characteristics, fees, processing
policies and practices, marketing practices, disclosure, growth and revenue trends, and the role of
vendors or other third parties in overdraft program implementation. The survey instrument can be found
in Appendix A of this document. The micro-data collection portion was designed to gather information
on the types of accounts and transactions that tend to generate the highest volume of overdraft fees and
the characteristics of consumers who use automated overdraft programs. The data collection instrument
can be found in Appendix B of this document.

The FDIC believes that objective information on these programs will help policymakers make better-
informed policy decisions and will help the public better understand the features and costs related to
automated overdraft programs. The study results also will help the banking industry develop more effec-
tive overdraft programs to better serve consumers.

The structure of this report is based on the survey and micro-data request, and the report is in two parts.
The first part is based on the survey instrument and contains an overview of the overdraft programs;
overdraft fees and credit limits; customer enrollment, marketing, and disclosure practices; internal
controls and monitoring systems; the role of vendors and third parties in overdraft practices; and the
growth and profitability of overdraft programs. The second part of this report is based on the micro-level
data gathered regarding consumer overdraft usage.!

Il. Methodology

The results presented in this report rely on information gathered from U.S. banks through (1) a survey,
and (2) a collection of micro-level customer and transaction-level data (micro-data). The study popula-
tion included FDIC-supervised banks that were visited by examiners, most as part of scheduled on-site
examinations, from May through December 2007.? The surveyed institutions represent 1,171 banks
located throughout the United States, which are defined later in Section II.1.

' The actual survey and micro-data requests can be found in Appendices A and B, respectively.
2 As of the universe selection date, September 30, 2006, there were 5,237 FDIC-supervised banks, a number that included both
state-chartered, nonmember commercial banks and state-chartered savings banks.

FDIC Stuby ofF BANK OVERDRAFT PROGRAMS ® NOVEMBER 2008



. Methodology

I.1. Overdraft Survey Methodology

The overdraft survey involved the collection of data and information on FDIC-supervised overdraft
programs and practices through completion of a survey administered to a stratified random sample of
FDIC-supervised institutions. The survey, attached as Appendix A, consisted of approximately 90 ques-
tions about overdraft programs and practices.

The first section of the survey instrument collected aggregate and general information on each institu-
tion’s scope of overdraft services, income earned from overdraft programs, general overdraft processing
practices, and general disclosure practices.

The second section of the survey instrument collected detailed, program-specific data related to policies,
monitoring practices, customer disclosure, fees, account coverage, and use of third-party vendors for the
following types of overdraft programs or practices most commonly used by banks:

1) Automated overdraft programs: usually a computerized program by which the bank honors a
customer’s overdraft obligations using standardized procedures or a matrix to determine whether the
nonsufficient fund (NSF) occurrence qualifies for the overdraft coverage. “Promoted” automated
overdraft programs are those in which the customers are informed of the existence of the overdraft
program. “Nonpromoted” automated overdraft programs are those in which customers are not
informed of the existence of the overdraft program.

2) Linked transfer accounts (linked-accounts): defined as a contractual agreement between a bank
and a customer, linking the customer’s transaction account with other accounts within the bank,
including savings and credit card accounts. In the event of an overdraft, the bank fulfills the
customer’s obligations by transferring funds from the customer’s other accounts linked to the
customer’s transaction account.

3) Overdraft lines of credit (LOCs): a contractual agreement between a bank and a customer stating
that the bank will lend up to a specified amount over a defined period to cover overdraft items.
These programs exclude LOC programs that do not specifically cover overdraft items (e.g., home
equity LOCs). The bank initially extends the overdraft LOC after reviewing a customer’s qualifi-
cations using standard underwriting criteria; the LOC is considered a loan and requires standard
Truth in Lending Act (Regulation Z) disclosures. After the initial decision to grant the LOC, the
lender generally does not make a decision whether to cover individual overdrafts that fall under the
credit limit.

4)  Ad hoc overdraft: an informal program to cover customers’ overdrafts. The study also asked institu-
tions about informal overdraft practices, if any, outside the parameters of the three formal programs
described above.

FDIC examiners administered the questionnaire during scheduled on-site visits to reduce reporting
burden, increase the accuracy of survey responses, and increase survey response rates. Extra steps were
taken to ensure that the degree of accuracy for the on-site questionnaire was high, including develop-
ment of standard computer programs to collect the data, specialized training of examiners to conduct the
on-site surveys, and regular discussions to answer any questions during the survey.

The study population included (1) 1,135 institutions with less than $5 billion in assets that were
scheduled for on-site visits by FDIC examiners between May and December 2007, and (2) 36 FDIC-
supervised institutions with more than $5 billion in assets regardless of whether an examination was
scheduled. Nonretail banks, such as credit card banks and industrial loan companies, were excluded from
the underlying study population since the focus of the survey was on retail-oriented overdraft programs
and policies.
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The survey was administered to a stratified random sample of 462 financial institutions from among the
study population of 1,171 FDIC-supervised institutions.” The strata were defined by three asset sizes
(institutions with less than $250 million in assets; assets between $250 million and $1 billion; and assets
greater than $1 billion). Institutions in the larger strata were sampled at higher rates to ensure that a
substantial proportion of deposit accounts held in the study population were included. In particular, all of
the 108 institutions in the population with more than $1 billion in assets were included in the sample.
Also, the institutions in the “$250 million to $1 billion” stratum were sampled at more than twice the
rate as those in the “less than $250 million” stratum. (See table below for exact sample sizes and sample
percentages.) To derive unbiased estimates for the study population, the differential sampling rates
applied across the size strata were taken into account.

As mentioned above, the survey sample included 36 FDIC-supervised institutions with more than
$5 billion in assets and 72 institutions with assets between $1 billion and $5 billion scheduled to be
examined during the data collection window. In addition, the survey sample included 354 banks
randomly selected from among 1,063 institutions with less than $1 billion in assets. Table II-1 below
summarizes the sample and study population and counts by strata; it also includes stratum sampling
percentages.

Table II-1
Sample Summary

Asset Size Stratum Study Population Total Sample Percent Sampled
Less than $250 million 851 222 26

$250 million to $1 billion 212 132 62

$1 billion to $5 billion 72 72 100
Greater than $5 billion 36 36 100

Total 1,171 462

Because the sample of institutions was selected from the 1,171 institutions in the study population, it is
not a statistical sample of all 5,237 FDIC-supervised institutions. Therefore, unbiased estimates of survey
characteristics can be made only for the 1,171 institutions in the study population. It is not possible to
draw statistically defensible inferences from the sample data about banks outside of the underlying study
population, including banks supervised by other agencies (such as national banks, and state-chartered
Federal Reserve member banks or thrifts).

I.2. Micro-Level Data Methodology

The micro-data request gathered account-level information and overdraft coverage for all customer
accounts. The micro-data also collected data on all NSF transactions processed under an institution’s
automated overdraft program or under ad hoc overdraft coverage. (This includes items returned as
unpaid.) The micro-data request can be found in Appendix B.

The micro-data were collected from a nonrandom subsample of the banks surveyed. As this portion of
the study involved a nonrandom sample, it is not possible to draw statistical inferences to any broader

population of banks using these data. Nevertheless, the FDIC believes that these data provide valuable
information about consumer usage and fee generation related to automated overdraft programs.

8 In addition, the FDIC collected survey data from seven Puerto Rican banks. However, analysis of survey results revealed that

the surveyed Puerto Rican banks had meaningful differences in their use of overdraft programs compared with the remainder of
the survey population and, in fact, tended not to offer such programs. Consequently, Puerto Rican banks were not included in this
study population.

FDIC Stuby ofF BANK OVERDRAFT PROGRAMS ® NOVEMBER 2008



II. Methodology

Approximately 100 banks of different sizes, locations, and overdraft programs were identified as potential
nonrandom micro-data collection candidates. Large banks and banks whose information could more
easily be gathered through agreements with their existing software providers were given priority in partic-
ipation in the micro-level data collection.

To facilitate the data-gathering process for smaller banks, the FDIC relied on software developed by
vendors that serviced financial institutions in the survey sample. The FDIC also used standard computer
programs to ensure that data gathering was accurate and consistent across the study population. In addi-
tion, the FDIC conducted periodic telephone conferences with both FDIC field staff and bankers to help
disseminate information on how to gather and submit the requested information.

The micro-data used for this study include data for 39 of the 100 banks initially identified as potential
candidates, covering approximately 6.5 million consumer accounts and 22.6 million NSF transactions.
Twelve months of data between January 2005 and September 2008 were collected from each of these
banks; the data included information about account types, account category, and customer use of auto-
mated overdraft programs.
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Part One—Overdraft Survey

lll. Overview of Overdraft Programs

This section provides an overview of survey findings related to overdraft programs and the timeframe of
program adoption, the accounts and transactions covered by these programs, and the methods by which
institutions processed transactions. The survey was primarily focused on automated overdraft programs;
however, to provide a basis of comparison, data were also collected for linked-account programs, over-
draft LOC programs, and ad hoc practices.

All tables stratify the study population banks by asset size, where small banks are defined as those with
less than $250 million in assets, medium banks as those with $250 million to $1 billion in assets, and
large banks as those with more than $1 billion in assets, as of December 2006.

lll.1. Programs Operated

Study population banks were asked to define all overdraft programs in operation—specifically, whether
they had a promoted or a nonpromoted automated program, a linked-account program, or an overdraft
LOC program—and to describe any overdraft coverage services outside of these three formal programs.
The survey also asked the year and month in which banks adopted a specific overdraft program. The
first year in which a bank operated a program for six months or more was considered the “start year” of
the program.

Most study population banks (85.9 percent) operated some form of formal overdraft program, either
automated, linked-account, or overdraft LOC (see Table III-1). Among all study population banks,
40.5 percent operated an automated overdraft program, 62.1 percent a linked-account program, and
50.1 percent an overdraft LOC program. Less than 15 percent of banks had no formal overdraft
program in place, indicating that NSF transactions were processed on an ad hoc, discretionary basis.

Table Il1-1
Formal Overdraft Programs Operated
Number of Study Population Banks?
Percent of Column Total By Asset Size
Did your institution operate this program $250 Million Memo ltem(s):
at any point in 2006 or 20077® Less than to Less than | Greaterthan | $1Billionto | Greater than
(Multiple answers allowed) All $250 Million $1 Billion $1 Billion $5 Billion $5 Billion
Automated 474 253 138 83 53 30
40.5 29.7 65.2 76.9 73.6 83.3
Linked accounts 728 502 144 81 54 27
62.1 59.0 68.2 75.0 75.0 75.0
Overdraft LOC programs 587 368 135 84 56 28
50.1 43.2 63.6 71.8 71.8 71.8
Total study population banks 1,171 851 212 108 72 36
100.0 100.0 100.0 100.0 100.0 100.0
Memo Item(s): Number of banks with 1,006 702 200 104 68 36
one or more formal overdraft program(s)
Percent of all study population banks 85.9 82.4 94.7 96.3 94.4 100.0
@ Figures do not always reconcile to totals due to the rounding of survey institutions weighted to represent the population.
b Percentage shares do not sum to 100.0 percent because all answers that apply are included.
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Part One—Overdraft Survey lll. Overview of Overdraft Programs

Table 111-2

Menu of Overdraft Programs Operated

Number of Study Population Banks®
Percent of Column Total By Asset Size
$250 Million to
Did your institution operate this combination of Less than Less than Greater than
programs at any point in 2006 or 20077 All $250 Million $1 Billion $1 Billion
Automated, linked, and LOCs 199 81 64 54
17.0 95 30.3 50.0
Automated and linked 127 81 32 14
10.8 9ib 15.2 13.0
Automated and LOCs 54 15 26 13
46 1.8 121 12.0
Automated only 95 71 16 2
8.1 9.0 1.6 1.9
Linked and LOCs 204 165 30 9
17.5 19.4 14.4 8.3
Linked only 198 176 18 4
16.9 20.7 8.3 3.7
LOCs only 130 107 14 8
1.1 12.6 6.8 14
No formal program only® 165 150 1 4
14.1 17.6 5.3 3.7
Total study population banks 117 851 212 108
100.0 100.0 100.0 100.0
2 Figures do not always reconcile to totals due to the rounding of survey institutions weighted to represent the population.
® No formal program refers to NSF/overdraft items not processed under automated overdraft, linked-account, or overdraft LOC programs.

Even among banks with formal overdraft programs, however, NSF transactions could be processed on an
ad hoc basis.*

Large banks tended to provide a fuller menu of overdraft programs, with 50.0 percent of large banks
operating all three formal programs (automated, linked-account, and overdraft LOC) (see Table III-2). In
contrast, most small banks (59.9 percent) operated only one program or no formal overdraft program at all.

While the share of all study population banks with an automated overdraft program was 40.5 percent, a
significantly greater share of large banks (76.9 percent) had an automated program, compared with

65.2 percent of medium banks and 29.7 percent of small banks (see Table III-1). The 83 large banks that
operated an automated overdraft program accounted for 72.6 percent of all transaction account deposit
dollars held in the study population banks, which suggests that the majority of accounts in the study
were held in banks with an automated program.’

As mentioned in the methodology section, automated overdraft programs can be promoted or nonpro-
moted. Promoted programs are actively offered to customers, while nonpromoted programs are imple-
mented without notification to the customer. Institutions with nonpromoted automated programs are
not subject to certain disclosure requirements under Regulation DD of the Truth in Savings Act that

*  Forinstance, if an account covered by an overdraft LOC program exceeded the overdraft credit limit, the NSF transaction
might not be processed under the formal overdraft LOC program, and the decision to pay or return the NSF transaction would be
made on an ad hoc basis.

5  Deposit dollars for each of the surveyed institution’s checking, negotiable order of withdrawal (NOW), and money market
demand (MMD) accounts were totaled from the 2006 Call Reports.

FDIC Stuby ofF BANK OVERDRAFT PROGRAMS ® NOVEMBER 2008 6



Part One—Overdraft Survey lll. Overview of Overdraft Programs

Table IlI-3
Promoted and Nonpromoted Automated Programs
Number of Study Population Banks?
Percent of Column Total By Asset Size
Did your institution operate a $250 Million to Momo ltomis):
promoted or a nonpromoted Less than Less than Greater than $1 Billion to Greater than
automated program? All $250 Million $1 Billion $1 Billion $5 Billion $5 Billion
Promoted® 374 211 114 49 38 11
78.9 83.3 82.6 59.0 1.7 36.7
Nonpromoted only 100 42 24 34 15 19
21.1 16.6 17.4 41.0 28.3 63.3
Total with automated 474 253 138 83 53 30
100.0 100.0 100.0 100.0 100.0 100.0

@ Figures do not always reconcile to totals due to the rounding of survey institutions weighted to represent the population.

b Fourteen institutions operated both a promoted automated and a nonpromoted automated program. These institutions are included only in the promoted total.

apply to institutions that promote the payment of overdrafts.® Among study population banks with auto-
mated overdraft programs, the majority (78.9 percent) had a promoted program in place (see

Table III-3).7

Relative to all study population institutions, 31.9 percent of the institutions had a promoted automated
program, and 8.5 percent operated a nonpromoted program (see Figure III-1). Despite the larger propor-
tion of study population banks with promoted automated programs, an analysis of the dollar amount
held in transaction accounts of study population banks suggests that a greater proportion of consumer
accounts were likely covered by nonpromoted rather than by promoted automated programs. More than
half (51.7 percent) of the transaction account dollars held in study population banks were maintained in
institutions with nonpromoted automated programs (see Figure III-2).8 This finding is driven by the fact
that nonpromoted automated programs were more prevalent (63.3 percent) among the largest study
population banks, those with more than $5 billion in assets. These 19 institutions accounted for 45.1
percent of the transaction account dollars held in all study population banks.

Figure I11-1 Figure I11-2
Distribution of Study Population, Distribution of Transaction Account Dollars Held in
by Automated Overdraft Programs Operated Study Population by Automated Programs Operated

16.1%

31.9%
32.3%

59.5%
51.7%

8.5%

M Promoted automated W Nonpromoted automated only No automated program M Promoted automated W Nonpromoted automated only No automated program

8 See 12 C.F.R. 230.11. See also Final Rule, 70 Fed. Reg. 29582 (May 24, 2005).

7 Fourteen institutions had both promoted and nonpromoted automated overdraft programs, and as a result they were counted
in the promoted category.

¢ Deposit dollars for each of the surveyed institution’s checking, NOW, and MMD accounts were totaled from the 2006 Call
Reports.
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ll. Overview of Overdraft Programs

Table I11-4

Banks with a Formal Overdraft Program Implemented by 2001

Number of Study Population Banks®
Percent of Column Total By Asset Size
Did your institution adopt this overdraft Less than $250 Million to Less Greater than
program by 20017 All $250 Million than $1 Billion $1 Billion
Automated 150 46 58 46
31.6 18.2 419 55.4
Total with automated 474 253 138 83
100.0 100.0 100.0 100.0
Linked accounts 650 445 132 74
89.4 88.5 91.1 91.4
Total with linked accounts 728 502 144 81
100.0 100.0 100.0 100.0
Overdraft LOC programs 504 307 120 77
85.9 83.3 89.3 91.7
Total with overdraft LOC programs 587 368 135 84
100.0 100.0 100.0 100.0
@ Figures do not always reconcile to totals due to the rounding of survey institutions weighted to represent the population.

Survey results show that the number of institutions in the study population providing automated over-
draft programs has grown rapidly in the past several years. Most study population banks with automated
programs (68.4 percent) initiated their program after 2001 (see Table III-4). Large banks were early
adopters; more than half (55.4 percent) had an automated program in place by 2001, compared with
41.9 percent of medium banks and 18.2 percent of small banks. In contrast, the majority of study popu-
lation banks that operated linked accounts and overdraft LOCs already had these programs in place by
2001 (89.4 percent and 85.9 percent, respectively).

ll.2. Account and Transaction Coverage

Surveyed institutions were asked which retail customer accounts and transaction types were covered
under each overdraft program operated, whether an account could be covered by more than one over-
draft program, and the order by which applicable overdraft programs applied to the account.

The three main types of transaction accounts covered by overdraft programs are checking accounts,
negotiable order of withdrawal (NOW) accounts, and money market demand (MMD) accounts.’ Of
banks in the study that operated an automated program, all banks (100.0 percent) covered checking
accounts, while the majority (74.9 percent) covered NOW accounts, and about a third (32.2 percent)
covered MMD accounts (see Table III-5). Similarly, almost all institutions (99.3 percent) that operated
a linked-account program covered checking accounts, while sizable majorities also covered NOW and
MMD accounts. All institutions (100.0 percent) that operated overdraft LOC programs covered check-
ing accounts, and many also covered NOW and MMD accounts.

Of the 584 study population banks that operated more than one overdraft program, the majority (71.8
percent) allowed an account to be covered by more than one overdraft program (see Table I1I-6). Of
these 419 banks with multiple programs that allowed multiple coverage, 261 (62.2 percent) operated an
automated overdraft program, while the remainder had only a linked-account and an overdraft LOC
program. For the vast majority (95.8 percent) of these 261 banks, overdraft coverage under a linked-

®  Although surveyed institutions were asked whether the overdraft programs covered savings accounts, these accounts were
not included in the analysis because they are typically not the transaction accounts by which third parties are paid. Retail banking
customers typically withdraw funds from and make payments with their checking accounts; thus, overdraft programs are most
relevant for this type of account.
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Table I11-5

Accounts Covered by Formal Overdraft Programs

Number of Study Population Banks
Percent of Column Total By Overdraft Programs Offered
For which of the following accounts did your
institution offer the program??
(Multiple answers allowed) Automated Linked-Account Overdraft LOC
Checking 474 722 587
100.0 99.3 100.0
NOW 355 595 432
749 81.7 73.6
MMD 153 439 212
32.2 60.3 36.2
Total with program 474 728 587
100.0 100.0 100.0
@ Percentage shares do not sum to 100.0 percent because all answers that apply are included.

Table 111-6

Account Coverage by Multiple Overdraft Programs

Number of Study Population Banks?
Percent of Column Total By Asset Size
$250 Million to
Did your institution allow an account to be Less than Less than Greater than
covered by more than one overdraft program? All $250 Million $1 Billion $1 Billion
No 164 107 40 17
28.2 31.5 26.3 18.9
Yes 419 234 112 73
71.8 68.5 13.7 81.1
584 M 152 90
Total that operated more than one program 100.0 100.0 100.0 100.0
Had automated 261 107 88 65
62.2 459 78.6 89.0
Did not have automated 159 127 24 8
37.8 54.1 214 11.0
Total that operated more than one program and 419 234 112 73
allowed multiple coverage 100.0 100.0 100.0 100.0
2 Figures do not always reconcile to totals due to the rounding of survey institutions weighted to represent the population.

account or an overdraft LOC program applied to the account first, before the automated program (see
Table II1-7). In 4.2 percent of the cases, therefore, an overdraft would be covered by the automated
program before any linked-account or overdraft LOC program applied. Further, despite invoking a
linked-account or an overdraft LOC program first, 9.0 percent of these institutions operated all three
programs, but invoked their automated program second rather than third.

Regarding transaction coverage, overdraft programs can cover four broad categories of transactions:
paper checks or equivalents, automated teller machine (ATM) transactions, point-of-sale (POS)/debit
transactions, and automated clearing house (ACH) transactions.!® The majority (80.5 percent) of institu-
tions that operated an automated program covered all four categories (see Table II1-8). Most of the study

10 Equivalents are transactions that started off as a paper check—for example, a warrant, a teller check, or a check that a
customer presents to a store to be scanned later. The customer expects that the payment will be processed like a regular check.
ACH transactions include, for example, electronic bill payments and automatic debits.
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ll. Overview of Overdraft Programs

population banks with automated programs (81.0 percent) allowed overdrafts for ATM and POS/debit
transactions. Similarly, more than 80.0 percent of banks with a linked-account or an overdraft LOC
program covered all four transaction types, including ATM and POS/debit.

Table I1I-7

Order Overdraft Programs Invoked
Number of Study Population Banks? By Type of Automated
Percent of Column Total By Asset Size Program
In what order did your institution $250 Million
invoke a customer’s applicable Less than to Less than | Greater than
overdraft programs? All $250 Million $1 Billion $1Billion | Nonpromoted | Promoted
Three programs
Linked and LOC before automated® 123 42 40 41 40 83
47.3 39.3 455 63.1 61.6 42.6
Linked or LOC before automated® 24 12 8 4 1 23
9.0 10.7 9.1 6.2 1.5 11.5
Automated before linked and LOC 3 0 0 3 2 1
1.2 0.0 0.0 4.6 3.1 0.5

Two programs

and had automated

Linked or LOC before automated® 103 54 35 14 19 84
39.5 50.0 40.0 215 29.8 42.7

Automated before linked or LOC 8 0 5 g 3 5
3.0 0.0 5.5 4.6 4.0 2.7

Total that operated more than one 261 107 88 65 65 195
program, allowed multiple coverage, 100.0 100.0 100.0 100.0 100.0 100.0

@ Figures do not always reconcile to totals due to the rounding of survey institutions weighted to represent the population.

b Fourteen institutions that reported only that they invoked their linked-account then their overdraft LOC program also operated an automated overdraft program. Four institutions that reported that they
invoked their linked-account then automated overdraft program also operated an overdraft LOC program. Itis presumed that the omitted program was invoked last.

Table 111-8

Transactions Covered by Formal Overdraft Programs

Number of Study Population Banks
Percent of Column Total®

By Overdraft Programs Offered

Which transactions were covered by your
institution’s program in the event of an overdraft?
(Multiple answers allowed) Automated Linked-Account Overdraft LOC
Checks, ATM, POS/debit, and any ACH 381 601 491
80.5 82.6 83.7
ATM and POS/debit 384 603 496
81.0 82.9 84.6
Total with program 474 728 587
100.0 100.0 100.0

2 Percentage shares do not sum to 100.0 percent because all answers that apply are included.
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lI.3. Transaction Processing Practices

Surveyed institutions were asked how transactions were processed, including the method used to batch-
process transactions and the order in which transactions were processed if transaction types were ranked
before payment.

In batch processing, multiple transactions are bundled into one unit and processed together at some
point in the day. All institutions do some level of batch processing, regardless of other primary process-
ing methods used.!! The general batch-processing methods are by check number, by presentation order,
by size largest-to-smallest, and by size smallest-to-largest. The order in which transactions are processed
can affect overdraft activity, since paying large transactions first could increase the number of
overdrafts.!?

While 47.2 percent of institutions batch processed transactions by size smallest-to-largest, a sizable share
(24.7 percent) batch processed largest-to-smallest (see Table II1I-9). In particular, more than one-half
(53.7 percent) of the large banks in the study batch processed transactions starting with the largest,
compared with about a quarter (25.8 percent) of medium banks and a fifth (20.7 percent) of small banks.

Among study population institutions with an automated program, the largest share (34.5 percent) batch
processed transactions largest-to-smallest, while 30.2 percent processed them smallest-to-largest. A
sizable share (27.1 percent) processed by check number. In comparison, the majority (58.6 percent) of
institutions that did not operate an automated program batch processed transactions smallest-to-largest.

Institutions also process transactions based on type. The different types of transactions processed include
ACH, in-house ATM, system ATM, cash, POS/debit, online payments, on-us checks, and other transac-
tions. Among study population banks, 621 (53.0 percent) processed transactions primarily by type. Of

Table 111-9
Batch-Processing Methods
Number of Study Population Banks? By Overdraft Programs By Type of
Percent of Column Total By Asset Size Offered Automated Program
For those items that are batch pro- Less $250
cessed, which method best describes than Million to | Greater Has Linked No
the order in which transactions were $250 Less than | than$1 | Auto- | and/or | Formal Non-
typically paid by your institution? All Million | $1Billion | Billion | mated | LOC Only | Program | promoted | Promoted
By check number 213 134 59 19 128 79 5 12 116
18.2 15.8 28.0 17.6 27.1 14.8 3.3 12.2 31.1
By order of presentation 89 73 10 7 35 37 18 2 33
1.6 8.6 45 6.5 1.3 6.9 10.9 2.0 8.7
By size, largest-to-smallest 289 176 55 58 164 96 29 43 116
24.7 20.7 25.8 53.7 345 18.0 17.9 47.8 31.0
By size, smallest-to-largest 553 449 87 18 143 313 97 34 109
47.2 52.7 40.9 16.7 30.2 58.9 58.6 33.9 29.2
Other 27 19 2 6 4 7 15 4 0
2.3 2.3 0.8 5.6 0.8 1.4 9.3 4.0 0.0
Total study population banks 117 851 212 108 474 532 165 100 374
100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
2 Figures do not always reconcile to totals due to the rounding of survey institutions weighted to represent the population.

" For example, even if an institution always processes checks first, before other transactions, rules need to be established for
how a group of checks that come in at the same time are processed.

12 For example, if a customer has an account with a $50 balance and a total of five items (one item at $100 and four items at $10)
are presented against it, the customer will have five overdrawn items in a largest-to-smallest batch process and only one over-
drawn item in a smallest-to-largest batch process.
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Table I11-10
Transactions Paid First

Number of Study Population Banks® By Type of Automated

Percent of Column Total By Asset Size By Overdraft Programs Offered Program

In what order were trans- Less than | $250 Million | Greater Has Linked No

actions typically paid by $250 | toLessthan | than$1 | Auto- and/or | Formal Non-

your institution? All Million $1 Billion Billion | mated | LOC Only | Program | promoted | Promoted

Cash 375 268 75 31 146 174 55 26 120

60.4 61.9 55.3 60.8 53.7 63.0 75.4 59.9 52.5
P0OS/debit 66 46 14 6 34 33 0 8 31
10.7 10.6 10.6 11.8 12.4 11.8 0.0 6.0 13.7

In-house ATM 60 38 14 7 a4 " 5 10 34
9.6 8.8 10.6 13.7 16.1 41 6.6 22.2 14.9

On-us checks 40 27 " 2 15 25 0 4 12
6.5 6.2 8.2 39 5.7 8.9 0.0 8.3 5.2

System ATM 30 23 6 1 16 9 5 0 16
4.9 5.3 47 2.0 5.8 3.4 15 0.0 6.9

Online payments 21 15 5 1 10 1 0 0 10
3.4 35 35 2.0 3.8 39 0.0 0.0 45

Other 16 12 3 1 2 10 4 2 0
25 2.7 24 2.0 0.6 3.7 5.3 3.7 0.0

ACH 12 4 6 2 5 3 4 0 5
2.0 0.9 47 3.9 19 1.2 5.3 0.0 2.3

Total that ranked trans- 621 433 136 51 272 276 73 44 228

actions for processing 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

2 Figures do not always reconcile to totals due to the rounding of survey institutions weighted to represent the population.

these institutions, 60.4 percent paid cash transactions first (see Table III-10)."* POS/debit and in-house
ATM transactions were paid first by 10.7 and 9.6 percent, respectively, of study population banks that
processed transactions by type. Banks with no formal program (75.4 percent) were more likely to pay
cash transactions first than banks with only a linked-account, overdraft LOC program, or both (63.0
percent), as well as those that operated an automated program (53.7 percent). Institutions with
promoted automated programs were more likely than those with nonpromoted programs to pay POS/
debit transactions first, while banks with nonpromoted programs were more likely than those with
promoted programs to pay in-house ATM transactions first.

ll.4. Summary

Of the study population of institutions, 85.9 percent operated a formal overdraft program, either through
an automated program, a linked-account program, or an overdraft LOC program. Large banks tended to
have a fuller menu of overdraft coverage services and were more likely than small and medium institu-
tions to operate all three formal programs.

While 40.5 percent of study population operated an automated overdraft program, a greater share of
large banks (76.9 percent) did so. The large banks that operated an automated overdraft program
accounted for 72.6 percent of all transaction account deposit dollars held in the study population banks,
which suggests that the majority of accounts in the study were held in banks with an automated over-
draft program.'

3 Cash transactions include teller services, where cash may be demanded by an account holder and immediately provided.
*  Deposit dollars for each of the surveyed institutions’ checking, NOW, and MMD accounts were totaled from the 2006 Call
Reports.
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The majority (78.9 percent) of automated programs operated by study population banks were promoted
programs. However, analysis of the transaction account dollars held in study population banks suggests
that nonpromoted automated program coverage was more prevalent. Although banks that operated
nonpromoted automated programs accounted for 8.5 percent of the study population, these banks held
more than half (51.7 percent) of the transaction account dollars maintained in study population banks.
It is important to note that institutions with nonpromoted automated programs are not subject to certain
disclosure requirements.

Of institutions that operated an automated program, a significant share (68.4 percent) initiated their
programs after 2001, with large institutions being early adopters. In contrast, the vast majority of study
population banks with linked-accounts and overdraft LOCs (89.4 percent and 85.9 percent, respectively)
had their programs in place by 2001.

Account and transaction overdraft coverage was similar across all types of overdraft programs. Regardless
of the overdraft program in place, almost all banks covered checking accounts and sizable shares covered
NOW and MMD accounts. The majority (71.8 percent) of institutions with multiple overdraft programs
allowed an account to be covered by more than one overdraft program. Of the banks with automated
programs that allowed overdraft coverage under multiple programs, 4.2 percent covered an overdraft by
an automated program before any linked-account or overdraft LOC program applied. In terms of transac-
tions covered, regardless of the overdraft program, more than 80 percent of banks covered all transaction
types, including ATM or POS/debit transactions.

The order in which transactions are paid by a bank can affect overdraft activity, since processing a large
transaction first could increase the number of overdrafts. While 47.2 percent of institutions batch
processed transactions by size smallest-to-largest, a sizable share (24.7 percent) batch processed largest-
to-smallest. In particular, more than half (53.7 percent) of large banks batch processed transactions by
size largest-to-smallest.

IV. Overdraft Fees and Credit Limits

This section discusses survey findings related to overdraft fees and credit limits. Specifically, the survey
included questions about NSF-related usage fees, initiation fees, periodic maintenance fees, fees charged
whether or not a service is used, and other related topics. Usage-related fee questions were included to
ascertain whether these fees were assessed on a per-transaction (per-item) or daily-occurrence basis,
whether the fees varied with the number of NSF transactions, and whether subsequent fees were assessed
on accounts where balances remained negative. Banks operating overdraft LOCs were also asked about
the annual percentage interest rate (APR) charged on funds advanced. In addition, the survey gathered
information about credit limits (the maximum amount of funds that would be advanced) for automated
overdraft programs and overdraft LOC programs. Survey findings related to fees and credit limits are
discussed as they relate to automated overdraft programs, linked-account programs, and overdraft LOC
programs.

IV.1. Automatic Overdraft Program Fees and Coverage Limits

Virtually all of the banks that operated automated overdraft programs (99.7 percent) charged NSF-
related usage fees (see Table IV-1). This finding did not vary with bank size. Initiation and maintenance
fees on automated overdraft programs were much less common. Thirteen institutions in the study
assessed an initiation fee, and seven banks charged periodic maintenance fees, in addition to usage fees;
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only two institutions charged all three types of fees.”” Usage fees for automated overdraft coverage were
almost always assessed on a per-item basis (by 98.4 percent of banks having an automated program) as
opposed to a daily-occurrence basis (see Table IV-2). This finding was true for banks in all size classes.

Table IV-1

The Incidence of Fees Charged by Automated Overdraft Programs

Number of Study Population Banks?
Percent of Column Total By Asset Size
What types of fees are charged by your Less than $250 Million to Greater than
institution? All $250 Million Less than $1 Billion $1 Billion
None of the three fees 2 0 2 0
0.3 0.0 1.2 0.0
Only usage fee 455 242 132 82
96.0 95.5 95.4 98.8
Maintenance and usage fees 5 4 0 1
1.0 15 0.0 1.2
Initiation and usage fees 1 8 8 0
2.3 3.0 22 0.0
All three fees 2 0 2 0
0.3 0.0 1.2 0.0
Total with automated 474 253 138 83
100.0 100.0 100.0 100.0
Memo Item(s):
Total charging usage fee 472 253 136 83
Percent of banks with automated 99.7 100.0 98.8 100.0
@ Figures do not always reconcile to totals due to the rounding of survey institutions weighted to represent the population.

Table IV-2
Usage Fees for Automated Overdraft Programs
Number of Study Population Banks?
Percent of Column Total By Asset Size
How are overdraft items charged by your Less than $250 Million to Greater than
institution? All $250 Million Less than $1 Billion $1 Billion
No fee charged 2 0 2 0
0.3 0.0 1.2 0.0
Charged per daily occurrence 4 4 0 0
0.8 2 0 0
Charged on a per-item basis 467 249 136 81
98.4 98.5 98.8 97.6
Item(s) not reported 2 0 0 2
0.4 0.0 0.0 24
Total with automated 474 253 138 83.0
100.0 100.0 100.0 100.0
@ Figures do not always reconcile to totals due to the rounding of survey institutions weighted to represent the population.

5 The much lower incidence of initiation and maintenance fees on fee-based programs, in part, reflects the fact that nonpro-
moted automated programs would not have initiation or maintenance fees. (Note that when an examiner defined a bank’s auto-
mated fee-based program as nonpromoted, questions about maintenance fees and initiation fees were not asked.) However, the
very limited presence of these fees also indicates that they are relatively uncommon, even among study population banks operat-
ing promoted programs.
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Automated overdraft per-transaction usage fees ranged from $10 to $38, and the median fee charged was
$27 (see Table IV-3). In this context, a $27 fee charged for a single advance of $60 that was repaid in
two weeks roughly translated into an APR of 1,173 percent. Per-item usage fees tended to be slightly
higher for large banks with automated overdraft programs. The average automated overdraft NSF fee for
large banks was $30, compared with $25 for small banks. Usage fees also tended to be higher for banks
that batch processed items starting with the largest amount (compared with banks that processed items
starting with the smallest amount) and for banks whose programs automatically covered ATM or POS/

Table IV-3

Per-Item Fees Charged by Automated Overdraft Programs

Dollar Amounts?

Number of Study Population Banks By Transactions

Percent of Banks with Program By Asset Size By Processing Method Covered
$250 Does Not

What is the highest fee Less than | Millionto | Greater | Largest- Smallest- | Cover Covers

charged by your institution to $250 Less than | than $1 to- Not Size to- ATMor | ATMor

pay an NSF item? All Million | $1Billion | Billion | Smallest | Related | Largest |POS/Debit|P0S/Debit

Minimum 10.00 10.00 16.00 22.00 10.00 16.00 15.00 10.00 16.00

Mean 27.12 25.79 27.65 30.27 28.64 27.14 25.35 25.12 27.47

Median 27.00 25.00 28.00 30.00 29.00 27.50 25.00 25.00 27.50

Maximum 38.00 33.00 35.00 38.00 38.00 35.00 35.00 35.00 38.00

Total with automated with fee 472 253 136 83 164 166 143 70 402

greater than 0

Percent of banks with 99.7 100.0 98.9 100.0 100.0 99.1 100.0 100.0 99.6

automated

Minimum 15.00 15.00 24.00 22.00 24.00 23.00 15.00 15.00 20.00

Mean 27.85 26.44 27.21 30.99 29.94 27.31 24.75 25.07 28.34

Median 28.00 27.00 27.00 30.00 30.00 27.50 25.00 25.00 28.00

Maximum 38.00 32.00 35.00 38.00 38.00 34.00 35.00 33.00 38.00

Total with automated and fee 214 96 63 56 97 64 54 32 182

greater than 0 and does not

use vendor

Percent of banks with 452 379 454 67.5 59.0 38.1 37.8 46.1 45.1

automated

Minimum 10.00 10.00 16.00 23.00 10.00 16.00 20.00 10.00 16.00

Mean 26.49 25.40 28.03 28.66 26.69 27.03 25.71 25.17 26.71

Median 25.00 25.00 29.00 29.00 28.00 27.00 25.00 25.00 25.00

Maximum 35.00 33.00 35.00 35.00 35.00 35.00 35.00 35.00 35.00

Total with automated and fee 257 157 74 26 66 102 89 38 219

greater than 0 and uses vendor

Percent of banks with 54.2 62.1 53.5 Bk 40.4 60.9 62.2 53.9 54.3

automated

Memo Item(s):

Total with automated 474 253 138 83 164 167 143 70 404

100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

2 Includes fee amounts for four institutions that charged fee on a per-daily-occurrence basis.
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debit transactions (compared with banks whose programs did not cover these transactions).!* Where
charged, initiation fees on promoted automated overdraft programs ranged from $6 to $30, and annual
maintenance fees ranged from $72 to $120 (see Table IV-4).

Most banks (89.1 percent) with automated overdraft programs reported that usage fees did not vary with
NSF activity (see Table IV-5). Among institutions with fees that vary with NSF activity, anecdotal
comments indicated limits on the total dollar amount of fees that a customer could incur during a speci-
fied period of time in the range of $100 to $300 per day or per statement period. Other comments indi-
cated per-item fees that increased with NSF activity.

Approximately 25 percent of banks with automated overdraft programs indicated that subsequent fees
were assessed on accounts that remained in negative balance status (see Table IV-5). Large banks were
more likely to assess subsequent fees. The share of large banks assessing subsequent fees was 36.1
percent, compared with 19.7 percent for small banks. Anecdotal survey comments indicated that such
fees typically took the form of flat fees or interest charged on a percentage basis. Some banks reported
having grace periods, ranging from 1 to 33 days before such subsequent fees were assessed.

Most banks (73.0 percent) with automated overdraft programs established overdraft coverage limits for
customers in their written policies, consistent with the bank’s lending policies (see Table IV-6).
However, large banks were more likely than small banks to specify coverage limits on automated over-
draft programs in their written policies. About 83 percent of large banks established credit limits,
compared with 65.2 percent of small banks. Automated overdraft coverage limits stipulated in written
policies ranged from $85 to $10,000, and the median credit limit was $500. As with per-item fees, over-
draft coverage limits established in policies also tended to be lower for small banks.

All institutions, regardless of the overdraft programs in place, processed some NSF transactions on an ad
hoc basis.!” Table IV-7 compares the NSF fees charged by the 472 banks with automated overdraft
programs that charged NSF fees to the fees charged by the 690 banks in the study population that did
not operate automated overdraft programs but charged NSF fees.!® Fees charged to process NSF items
tended to be somewhat higher for banks that operated automated overdraft programs, regardless of bank
size and transaction batch-processing method.

The median amount charged by banks to pay an NSF under an automated program was $27.00 (mean of
$27.12), as reported above, compared with $25.00 (mean of $22.90) charged by banks without auto-
mated programs for NSF items processed on an ad hoc basis. Banks without a formal overdraft program
tended to charge the lowest NSF fees. The median NSF fee for banks that did not operate a formal
program was $20.00 (mean of $20.84).

6 Multivariate regressions examining which factors were systematically related to the usage fees on automated overdraft
programs indicated that fees were higher for banks in larger asset-size classes, banks whose programs covered ATM or POS/
debit transactions, and banks that batch processed transactions from largest to smallest. Usage fees tended to be lower for banks
that did not also offer an overdraft LOC program. Given these factors, vendor use and whether the bank operated a promoted or a
nonpromoted program were not systematically related to usage fees on automated overdraft programs reported for study popula-
tion banks.

7 Forinstance, if an account covered by an overdraft LOC program exceeded the overdraft credit limit, the NSF transaction
might not be processed under the formal overdraft LOC program, and the decision to pay or return the NSF transaction would be
made on an ad hoc basis. For almost all institutions in the survey population that operated automated overdraft programs, fees
charged for processing NSF items that were not covered by a formal overdraft program were equal to the per-item fee charged
under the automated program.

'8 For most of the survey population operating automated programs, the per-item fee charged when items were paid under auto-
mated overdraft programs was the same as the fee charged by the bank on NSF items that it did not pay. These two fees were
equal to each other for 98.1 percent of 451 institutions reporting the two fee items.
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Table IV-4
Initiation and Maintenance Fees for Automated Overdraft Programs

Dollar Amounts By Asset Size

Number of Study Po_pulation Banks 250 Million to

Percent of Banks with Program Less than $Less than $1 Greater than

All $250 Million Billion $1 Billion

What is the initiation fee associated with the program?

Minimum 6.00 27.00 6.00 NA

Mean 25.69 28.00 22.00 NA

Median 29.00 28.00 30.00 NA

Maximum 30.00 29.00 30.00 NA

Total with automated with fee greater than 0 12 8 5 NA

Percent of banks with automated 26 3.0 35 NA

What is the annual maintenance fee to maintain the program?

Minimum 72.00 96.00 72.00 120.00

Mean 93.75 96.00 72.00 120.00

Median 96.00 96.00 72.00 120.00

Maximum 120.00 96.00 72.00 120.00

Total with automated with fee greater than 0 6 4 2 1

Percent of banks with automated 1.4 1.5 1.2 1.2

Memo Item(s):

Total with automated 474 253 138 83
100.0 100.0 100.0 100.0

Note: NA = not applicable.

Table IV-5

Features of Usage-Related Fees for Automated Overdraft Programs

Number of Study Population Banks?

By Asset Size

being in overdraft status?

Once an account is overdrawn, are additional fees or interest as.

Percent of Column Total $250 Million to
Less than Less than $1 Greater than
All $250 Million Billion $1 Billion
Does the per item/occurrence fee change with the number of items/occurrences with insufficient funds?
No 423 234 120 69
89.1 92.4 87.2 83.1
Yes 52 19 18 14
10.9 7.6 12.8 16.9
Total with automated 474 253 138 83
100.0 100.0 100.0 100.0

sessed subsequent to regular per item/per occurrence fees for

No 357 203 101 53
75.4 80.3 733 63.9

Yes 117 50 37 30
24.6 19.7 26.7 36.1

Total with automated 474 253 138 83
100.0 100.0 100.0 100.0

@ Figures do not always reconcile to totals due to the rounding of survey institutions weighted to represent the population.
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Table IV-6
Credit Limits of Automated Overdraft Programs
Dollar Amount
Number of Study Population Banks
Percent of Banks with Program By Asset Size
$250 Million to
If your institution has adopted written policies and specified a Less than Less than $1 Greater than
cap on advances, what is the dollar limit? All $250 Million Billion $1 Billion
Minimum 85 100 85 300
Mean 783.7 653.5 801.2 1,066.1
Median 500 500 700 750
Maximum 10,000 1,700 3,000 10,000
Total with automated reporting limit 346 165 112 69
Percent of banks with automated 73.0 65.2 81.4 83.1
Memo Items(s):
Number of banks with automated 474 253 138 83
100.0 100.0 100.0 100.0
Banks with no written policy 81 61 14 5
17.0 242 10.5 6.0
Banks having written policy but no limit specified 47 27 " 9
9.9 10.6 8.1 10.8
Table IV-7

NSF Fees Charged by Study Population Banks

Dollar Amount®
Number of Study Population

Banks By Asset Size By Overdraft Programs Offered By Batch Processing Mode
Has Non- Has

Less $250 promoted | Promoted
What is the highest than | Million to | Greater | Automated | Automated | Has Linked| No Largest- Smallest-
fee charged to PAY $250 | Less than | than $1| Overdraft | Overdraft | and/or LOC| Formal to- |NotSize| to-
an NSF item? All | Million | $1 Billion | Billion | Program | Program |Program(s)|Program | Smallest | Related | Largest
No automated overdraft program
Minimum 750 750 15.00 15.00 NA NA 7.50 9.00 15.00 7.50 10.00
Mean 22.90 | 22.26 26.80 | 27.10 NA NA 23.54 20.84 25.45 23.70 21.81
Median 25.00 | 24.00 21.75 | 25.00 NA NA 25.00 20.00 25.00 25.00 20.00
Maximum 50.00 [ 35.00 37.50 50.00 NA NA 50.00 32.00 37.00 50.00 35.00
Total with fee 690 594 Al 25 NA NA 525 165 125 156 408

greater than 0
Automated overdraft program

Minimum 10.00 [ 10.00 16.00 | 22.00 15.00 10.00 NA NA 10.00 16.00 15.00
Mean 27.12| 25.79 27.65 | 30.27 28.17 26.83 NA NA 28.64 27.14 25.35
Median 27.00 | 25.00 28.00 | 30.00 30.00 27.00 NA NA 29.00 27.50 25.00
Maximum 38.00 | 33.00 35.00 | 38.00 38.00 36.00 NA NA 38.00 35.00 35.00
Total with fee 472 253 136 83 100 372 NA NA 164 166 143

greater than 0

@ For banks that do not operate an automated overdraft program, this is the NSF fee reported by the bank for processing NSF items not covered under another formal program.

Note: NA = not applicable.
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Table IV-8

The Incidence of Fees Charged by Linked-Account Overdraft Programs

Number of Study By Presence of
Population Banks® Automated Overdraft By Transactions
Percent of Column Total By Asset Size Program By Processing Method Covered
Less $250 Has No Does Not
What types of fees than | Million to | Greater | Automated | Automated | Largest-| Not |Smallest-| Cover ATM| Covers
are charged by $250 | Lessthan | than $1 | Overdraft | Overdraft to- Size to- or POS/ ATM or
your institution? All [Million| $1 Billion | Billion | Program | Program |Smallest|Related| Largest Debit POS/Debit
None of the three 356 276 61 19 122 234 70 81 205 52 304
fees 489 55.0 42.2 235 37.4 58.3 37.4 40.7 60.1 58.5 47.6
Only initiation fee 7 4 3 0 2 5 0 2 5 0 7
1.0 0.8 2.2 0.0 0.5 1.4 0.0 0.8 1.6 0.0 1.1
Only maintenance 6 0 2 4 6 0 4 0 2 0 6
0.8 0.0 1.1 49 1.7 0.0 2.1 0.0 0.5 0.0 0.9
Only transfer fee 335 207 75 53 182 154 103 114 119 37 299
461 412 52.2 65.4 55.9 38.2 54.8 57.2 34.8 415 46.7
Maintenance and 2 0 0 2 1 1 1 0 1 0 2
transfer fees 0.3 0.0 0.0 25 0.3 0.3 0.5 0.0 0.3 0.0 0.3
Initiation and 19 15 3 0 11 8 8 2 9 0 19
transfer fees 2.5 3.1 2.2 0.0 &3 1.9 4.1 0.8 2.1 0.0 29
All three fees 1 0 0 1 1 0 1 0 0 0 1
0.1 0.0 0.0 1.2 0.3 0.0 0.5 0.0 0.0 0.0 0.2
Item(s) not reported 2 0 0 2 2 0 1 1 0 0 2
0.3 0.0 0.0 2.5 0.6 0.0 0.5 0.5 0.0 0.0 0.3
Total with linked 728 | 502 144 81 325 402 188 199 341 88 639
accounts 100.0 | 100.0 100.0 100.0 100.0 100.0 100.0 | 100.0 100.0 100.0 100.0
2 Figures do not always reconcile to totals due to the rounding of survey institutions weighted to represent the population.

IV.2. Fees on Linked-Account Programs

Linked-account programs allow customers to link other accounts at the same institution to their transac-
tion account, which permits them to use funds in another account to cover NSF transactions. Almost
half (48.9 percent) of the 728 banks operating linked-account programs did not charge initiation, main-
tenance, or usage-related transfer fees for this type of service (see Table IV-8). Small banks were less
likely than other banks to charge any of these fees for linked-account services, as were banks that did not
operate an automated overdraft program or those that batch-processed items starting with the smallest
item."” Less than 4.0 percent of banks with linked-account programs charged initiation fees, and where
such fees were charged, they ranged from $1 to $30 (see Table IV-9). Slightly more than 1 percent of
banks reported charging periodic maintenance fees for linked-account services. Where assessed, such fees
ranged from $12 to $36 annually.

The most common fee associated with linked-account overdraft programs for banks in the study popula-
tion was a usage-related funds transfer fee (see Table IV-9). Of the 728 institutions operating linked-
account programs, almost half (49.2 percent) reported imposing a transfer fee at the time an NSF
occurred. Small banks were less likely than other banks to charge a transfer fee. Transfer fees on linked-
account programs ranged from $1 to $25, and the median transfer fee was $5.

9 Multivariate regressions examining the likelihood that a bank charged any fee on its linked- account program indicated that
banks that were small, batch processed transactions starting with the smallest item, did not have an automated program, and did
not automatically cover ATM or POS/debit transactions were all associated with a lower likelihood of charging linked-account fees.
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Table IV-9
Fees for Linked-Account Overdraft Programs
Dollar Amounts
Number of Study Population Banks
Percent of Banks with Program By Asset Size
$250 Million to
Less than Less than Greater than
All $250 Million $1 Billion $1 Billion

Minimum 1.00 1.00 3.00 12.00
Mean 8.98 7.40 13.25 12.00
Median 5.00 5.00 10.00 12.00
Maximum 30.00 25.00 30.00 12.00
Total with linked accounts with fee greater than 0 27 19 6 1
Percent of banks with linked accounts 3.7 3.8 4.4 1.2
What is the maintenance fee to maintain the program?
Minimum 12.00 NA 16.00 12.00
Mean 26.58 NA 16.00 29.00
Median 35.00 NA 16.00 36.00
Maximum 36.00 NA 16.00 36.00
Total with linked accounts with fee greater than 0 9 NA 2 7
Percent of banks with linked accounts 1.2 NA 1.1 8.6
For the institution’s linked accounts and lines of credit programs, what is the fee to transfer or advance funds?
Minimum 1.00 1.00 1.00 1.00
Mean 5.17 4.89 473 6.86
Median 5.00 5.00 5.00 5.00
Maximum 25.00 25.00 15.00 25.00
Total with linked accounts with fee greater than 0 358 222 79 57
Percent of banks with linked accounts 49.2 443 54.5 70.4
Memo Item(s):
Total with linked accounts 728 502 144 81

100.0 100.0 100.0 100.0
Note: NA = not applicable.

The majority (58.8 percent) of the 352 banks that reported charging usage fees for transfers to cove